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We affirm that:

We are certified public accountants licensed to practice in Michigan.
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Check each applicable box below. (See instructions for further detail.}

All reduired component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assets
{P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The focal unit has not been delinguent in distributing tax revenues that were collected for another taxing unit.

‘The local unit only holds deposits/investments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulletin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has
not been communicated, please submit a separate report under separate cover.

The locai unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principles (GAAP).

The board or council approves all invoices prior to payment as required by charter or statute.

To our knowledge, bank reconciliations that were reviewed were performed timely.

if a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a
description(s) of the authority and/or commission.
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ANDREWS HOOPER & PAVLIK P.L.C.
Certified Public Accountants

REPORT OF INDEPENDENT AUDITORS

To the Village Officials
Village of Dryden
Dryden, Michigan 48428

We have audited the accompanying financial statements of the governmental activities, business-type activities,
and each major fund of the Village of Dryden (the “Village™), as of and for the year ended February 28, 2007,
which collectively comprise the Village’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the Village’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, business-type activities and each major fund of the Village of
Dryden, as of February 28, 2007, and the respective changes in financial position and cash flows thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of America.

The Village of Dryden has not presented Management’s Discussion and Analysis that accounting principles
generally accepted in the United States of America have determined is necessary to supplement, although not
required to be part of, the financial statements.

The budgetary comparison information listed in the table of contents is not a required part of the basic financial
statements, but is supplemental information required by the Governmental Accounting Standards Board. We
have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplemental information. However, we did not audit
the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Village of Dryden’s basic financial statements. The combining nonmajor fund financial statements
are presented for purposes of additional analysis and are not a required part of the basic financial statements.
The combining nonmajor fund financial statements have been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

(ontha ﬂvuow 744&£ PLC.

Auburn Hills, Michigan
July 16, 2007

3201 University Drive, Suite 350 e Auburn Hills, Michigan 48326 e ph 248.340.6050 fx 248.340.6104 « www.ahpplc.com
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Village of Dryden
Statement of Net Assets
February 28, 2007

Primary Government

Governmental Business-type
Activities Activities Total
Assets
Current assets
Cash and cash equivalents $ 783,888 % 55509 $ 839,397
Investments 400,000 400,000
Accounts receivable 39,720 39,720
Restricted asset - accounts receivable 52,259 52,259
Due from other governments 99,301 99,301
Due from other funds 70,991 70,991
Total current assets 1,354,180 147,488 1,501,668
Capital assets
Property, plant and equipment 488,449 4,453,061 4,941,510
Less accumulated depreciation (261,219) (1,273,695) (1,534,914)
Net capital assets 227,230 3,179,366 3,406,596
Other assets
Deferred charge 44,874 44,874
Total assets 1,581,410 3,371,728 4,953,138
Liabilities
Current liabilities
Accounts payable 17,457 24,825 42,282
Accrued expenses 15,326 1,864 17,190
Accrued interest 21,940 21,940
Due to other funds 70,991 70,991
Deferred income 7,229 7,229
Current portion of long-term liabilities 146,000 146,000
Total current liabilities 32,783 272,849 305,632
Long-term liabilities
Land contract payable 566 566
Refunding bonds payable 845,000 845,000
Revolving fund loan payable 656,507 656,507
Total long-term liabilities 1,502,073 1,502,073
Total liabilities 32,783 1,774,922 1,807,705
Net assets
Invested in capital assets, net of related debt 227,230 1,531,293 1,758,523
Restricted - expendable for debt payment 52,259 52,259
Unrestricted 1,321,397 13,254 1,334,651
Total net assets $ 1548627 $ 1,596,806 $ 3,145,433
See accompanying notes to the financial statements. 2




Village of Dryden
Statement of Activities
Year ended February 28, 2007

Net (Expense) Revenue and Changes in Net Assets

Program Revenues Primary Government
Charges for Governmental Business-type
Expenses Services Activities Activities Total
Functions and programs
Governmental activities
Legislative $ 13,500 $ (13,500) $ (13,500)
General government 165,354  $ 27,112 (138,242) (138,242)
Public works 155,081 (155,081) (155,081)
Total governmental activities 333,935 27,112 (306,823) (306,823)
Business-type activities
Water and sewer 341,845 242,984 $ (98,861) (98,861)
Total primary government $ 675780 % 270,096 (306,823) (98,861) (405,684)
General revenues
Property taxes 337,877 337,877
State shared revenues 126,179 126,179
Unrestricted investment earnings 45,774 3,839 49,613
Other 5,395 45,273 50,668
Transfers (25,000) 25,000
Total general revenues, special items and transfers 490,225 74,112 564,337
Change in net assets 183,402 (24,749) 158,653
Net assets, beginning of year 1,365,225 1,621,555 2,986,780
Net assets, end of year $ 1,548,627 $ 1,596,806 $ 3,145,433

See accompanying notes to the financial statements. 3



Village of Dryden
Balance Sheet
Governmental Funds
February 28, 2007

Major Downtown Nonmajor Total
General Street Development ~ Governmental  Governmental
Fund Fund Authority Funds Funds
Assets
Cash and cash equivalents $ 286,848 $ 170,909 $ 127,761  $ 198,370 $ 783,888
Investments 400,000 400,000
Due from other governments 11,544 8,213 77,342 2,202 99,301
Due from other funds 137,010 50,334 33,121 220,465
Total assets $ 435402  $ 179,122  $ 655,437 $ 233,693 $ 1,503,654
Liabilities and fund balances
Liabilities
Accounts payable $ 11674  $ 2,945 $ 2838 % 17,457
Accrued expenses 14,177 880 269 15,326
Due to other funds 83,455 28,111 37,908 149,474
Total liabilities 109,306 31,936 41,015 182,257
Fund balances
Unreserved and undesignated 326,096 147,186  $ 655,437 192,678 1,321,397
Total fund balances 326,096 147,186 655,437 192,678 1,321,397
Total liabilities and fund balances $ 435402 $ 179,122  $ 655,437 $ 233,693 $ 1,503,654

See accompanying notes to the financial statements. 4



Village of Dryden
Reconciliation of Fund Balances to the Statement of Net Assets
Governmental Funds
February 28, 2007

Fund Balance - Total Governmental Funds $ 1,321,397

Amounts reported for governmental activities in the statement of
net assets are different because:

Capital assets used in governmental activities are not financial
resources and are not reported in the funds 227,230

Net Assets - Governmental Activities $ 1,548,627

See accompanying notes to the financial statements.



Statement of Revenues, Expenditures and Changes in Fund Balances

Revenues
Property taxes
Intergovernmental
Charges for services
Rental income
Interest
Other

Total revenues

Expenditures
Current
Legislative
General government
Public works
Capital outlay
Total expenditures

Excess of revenues over
(under) expenditures

Other financing sources (uses)
Transfers in
Transfers out
Total other financing sources (uses)

Changes in fund balances

Fund balance, beginning of year
Fund balance, end of year

Village of Dryden

Governmental Funds

Year ended February 28, 2007

Major Downtown Nonmajor Total
Street Development  Governmental Governmental
General Fund Authority Funds Funds

$ 176,927 $ 127,677 % 33273 % 337,877
70,350 % 44,684 11,145 126,179
2,890 20,947 23,837
3,275 3,275
11,326 5,932 20,692 7,824 45,774
4,670 725 5,395
269,438 50,616 148,369 73,914 542,337
13,500 13,500
108,798 13,424 19,820 142,042
76,338 35,280 43,463 155,081
6,124 5,045 11,169
204,760 35,280 18,469 63,283 321,792
64,678 15,336 129,900 10,631 220,545
87,609 87,609

(25,000) (87,609) (112,609)

(25,000) - (25,000)

64,678 15,336 104,900 10,631 195,545
261,418 131,850 550,537 182,047 1,125,852

$ 326,096 $ 147,186  $ 655,437 $ 192,678 $ 1,321,397

See accompanying notes to the financial statements.



Village of Dryden
Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Funds to the Statement of Activities
Year ended February 28, 2007

Net Change in Fund Balances - Total Governmental Funds $ 195,545

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlays as expenditures while in the
statement of activities, these costs are allocated over their
estimated useful lives as depreciation.

Capital asset purchases capitalized 11,169
Depreciation expense (23,312)
(12,143)

Net Change in Net Assets of Governmental Activities $ 183,402

See accompanying notes to the financial statements. 7



Village of Dryden
Statement of Net Assets
Proprietary Funds
February 28, 2007

Business-Type Activities
Enterprise Funds

Water & Sewer
Assets
Current assets
Cash and cash equivalents $ 55,509
Accounts receivable 39,720
Restricted asset - accounts receivable 52,259
Total current assets 147,488
Capital assets
Property, plant and equipment 4,453,061
Less accumulated depreciation (1,273,695)
Net capital assets 3,179,366
Other assets
Deferred charge 44,874
Total assets 3,371,728
Liabilities
Current liabilities
Accounts payable 24,825
Accrued expenses 1,864
Accrued interest on bonds and capital leases 21,940
Due to other funds 70,991
Deferred income 7,229
Current portion of long-term liabilities 146,000
Total current liabilities 272,849
Long-term liabilities
Land contract payable 566
Refunding bonds payable 845,000
Revolving fund loan payable 656,507
Total long-term liabilities 1,502,073
Total liabilities 1,774,922
Net Assets
Invested in capital assets, net of related debt 1,531,293
Restricted - expendable for debt payment 52,259
Unrestricted 13,254
Total net assets $ 1,596,806

See accompanying notes to the financial statements.




Village of Dryden
Statement of Revenues, Expenses and Changes in Net Assets
Proprietary Funds
Year ended February 28, 2007

Business-Type Activities
Enterprise Funds

Water & Sewer
Operating revenues

Charges for services $ 242,984

Rental income 31,691

Other income 13,582

Total operating revenues 288,257
Operating expenses

Personnel services 37,935

Contracted services 92,282

Supplies 28,125

Utilities 6,978

Depreciation 87,008

Amortization of deferred charges 4,080

Benefit payments 19,621

Repair and maintenance 12,480

Other expenses 3,690

Total operating expenses 292,199
Operating income (loss) (3,942)
Non-operating revenues (expenses)
Interest income 3,839
Interest expense (49,646)
Total non-operating revenue and (expenses) (45,807)
Operating income (loss) before transfers
and capital contributions (49,749)
Other financing sources (uses)

Transfers in 25,000
Total other financing sources (uses) 25,000
Change in net assets (24,749)

Net assets, beginning 1,621,555
Net assets, ending $ 1,596,806

See accompanying notes to the financial statements.



Village of Dryden
Statement of Cash Flows
Proprietary Funds
Year ended February 28, 2007

Cash flows from operating activities
Cash received from users
Cash paid to employees and vendors
Cash received from other funds
Net cash flows from operating activities

Cash flows from non-capital financing activities
Transfers in
Net cash flows from capital financing activities

Cash flows used by capital and related financing activities
Payments on long-term debt
Interest paid on long-term debt
Net cash flows used by capital and
related financing activities

Cash flows used by investing activities
Acquisition of fixed assets
Interest on investments
Net cash flows from investing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Classified as:
Current assets

Reconciliation of operating loss to net
cash flows from operating activities
Operating income (loss)
Adjustments to reconcile operating loss
to net cash flows from operating activities
Depreciation expense
Amortization of deferred charges
Increase in deferred income
Increase in accounts receivable
Increase in accounts payable
Increase in accrued expenses
Increase in amounts due to other funds
Net cash flows from operating activities

See accompanying notes to the financial statements.

Business-Type Activities
Enterprise Funds

Water & Sewer

$ 241,703
(182,743)
16,749

75,709

25,000

25,000

(46,414)
(37,037)

(83,451)

(88,202)
3,839

(84,363)

(67,105)
122,614

$ 55,509

$ 55,509

$ (3,942)

87,008
4,080
1,977

(48,531)

17,299
1,069
16,749

$ 75,709

10



VILLAGE OF DRYDEN

Notes to the Financial Statements
February 28, 2007

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Village of Dryden (the “Village”) complies with accounting principles generally accepted in the
United States of America. The Village’s reporting entity applies all relevant Governmental Accounting
Standards Board (GASB) pronouncements, applicable Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board (APB) Opinions and Accounting Research
Bulletins (ARB) issued on or before November 30, 1989, except those that conflict with a GASB
pronouncement.

Reporting Entity

The Village of Dryden, Michigan, incorporated in 1884, is governed under the provisions of Act 3 of
1895 of the State of Michigan. The Act provides for the operation of the Village by an elected Village
Council consisting of a President, Clerk/Treasurer and six Trustees, and provides services to its
approximately 850 residents in many areas including highways and streets, public works, sanitation,
cemetery operations, recreation and general administrative services. In evaluating how to define the
Village for financial reporting purposes, management has considered all potential component units. The
decision to include a potential component unit in the reporting entity was made by applying the criteria
set forth in accounting principles generally accepted in the United States of America, currently GASB
Statement No. 14, The Financial Reporting Entity and GASB Statement No. 39, Determining Whether
Certain Organizations are Component Units.

Based upon the application of these criteria, the basic financial statements of the Village contain all the
funds controlled by the Village’s Board of Officials as no other entity meets the criteria to be considered a
blended component unit or a discretely presented component unit of the Village.

Basis of Presentation
Government-wide Financial Statements:

The statement of net assets and the statement of activities display information about the Village, the
primary government, as a whole. They include all funds of the reporting entity. The statements
distinguish between governmental and business-type activities. Governmental activities generally are
financed through taxes, intergovernmental revenues and other non-exchange revenues. Business-type
activities are financed in whole or in part by fees charged to external parties for goods or services.

In the government-wide statement of net assets, the columns are presented on a consolidated basis and are
reported on a full accrual, economic resource basis, which recognizes all long-term assets and receivables
as well as long-term debt and obligations. The Village’s net assets are reported in three parts: invested in
capital assets, net of related debt, restricted for debt payment and unrestricted net assets.

11



VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The government-wide statement of activities demonstrates the degree to which the direct expenses
(including depreciation) of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Program revenues include: (1)
charges to customers or applicants who purchase, use or directly benefit from goods, services or
privileges provided by a given function or segment; and (2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and other
items not properly included among program revenues are reported instead as general revenue.

In creating the government-wide financial statements the Village has eliminated interfund transactions.
This government-wide focus is more on the sustainability of the Village as an entity and the change in the
Village’s net assets resulting from the current year’s activities.

Fund Financial Statements:

Separate financial statements are provided for governmental funds. Major individual governmental funds
are reported as separate columns in the fund financial statements.

Fund financial statements of the reporting entity are organized into funds, each of which is considered to
be separate accounting entities. Each fund is accounted for by providing a separate set of self-balancing
accounts that constitutes its assets, liabilities, fund equity, revenues and expenditures/expenses. Funds are
organized into two major categories: governmental and proprietary. An emphasis is placed on major
funds within the governmental and proprietary categories. A fund is considered major if it is the primary
operating fund of the Village or meets the following criteria:

a. Total assets, liabilities, revenues or expenditures/expenses of that individual governmental or
enterprise fund are at least ten percent of the corresponding total for all funds of that category or
type; and

b. Total assets, liabilities, revenues or expenditures/expenses of the individual governmental fund
or enterprise fund are at least five percent of the corresponding total for all governmental and
enterprise funds combined.

Governmental Funds
General Fund — The General Fund is used to account for all financial resources except those required to
be accounted for in another fund. The fund includes the general operating expenditures of the Village.

Revenues are derived primarily from property taxes, state distributions, grants and other governmental
revenues.

12



VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Special Revenue Funds - Special Revenue Funds are used to account for the proceeds of specific revenue
sources other than special assessments that are legally or contractually restricted to expenditures for
specific purposes.

Permanent Funds — Permanent Funds are used to account for resources that are legally restricted to allow
the earnings, but not the principal, to be used to support the governments programs.

The Village reports the following major governmental funds:
e Downtown Development Authority

The Downtown Development Authority is a special revenue fund that is used to record the activity of
the downtown development district of the Village.

e Major Streets

The Major Streets Fund is a special revenue fund that is used to record the operations and
maintenance activity on the major streets of the Village.

The Village reports the following nonmajor governmental funds:
o Local Streets

The Local Streets Fund is a special revenue fund that is used to record the operations and
maintenance activity on the local streets of the Village.

e Municipal Streets

The Municipal Streets Fund is a special revenue fund that is used to record the operations and
maintenance activity on the municipal streets of the Village.

e Cemetery Operating

The Cemetery Operating Fund is a special revenue fund that is used to record the operations of the
cemetery of the Village.

e Garbage Collection

The Garbage Collection Fund is a special revenue fund that is used to record the garbage collection
activity of the Village.

o Cemetery Perpetual Care
The Cemetery Perpetual Care Fund is a permanent fund used to record the guaranteed maintenance

activity on the Village’s cemetery. This fund was closed during the year and its net assets were
transferred into the Cemetery Operating fund.

13



VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Proprietary Fund

Enterprise Fund — Enterprise Funds are used to account for business-like activities provided to the general
public. These activities are financed primarily by user charges and the measurement of financial activity
focuses on net income measurement similar to the private sector. The following fund is included:

e Water and Sewer

The Water and Sewer fund is an enterprise fund used to record the activities related to providing
water and sewer services to the Village’s citizens.

Measurement Focus and Basis of Accounting

The government-wide financial statements are prepared using the economic resources measurement focus
and the accrual basis of accounting, as is the proprietary fund financial statements. Revenue is recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of related
cash flows. Property taxes are recognized as revenue in the year for which they are levied. Grants and
similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenue is recognized when susceptible to accrual
(i.e., when it is “measurable and available”). Revenue is considered to be available if it is collected
within the current period or soon enough thereafter to pay liabilities of the current period. For this
purpose, the government considers revenue to be available if it is collected within 60 days of the end of
the current fiscal period. Expenditure-driven grants are recognized as revenue when the qualifying
expenditures have been incurred and all other grant requirements have been met. Expenditures are
recorded when the related fund liability is incurred, except interest on long-term debt, which is recorded
when paid.

Amounts reported as program revenue include: charges to customers or applicants for goods, services or
privileges provided, operating grants, capital grants and contributions, including special assessments.
Internally dedicated resources are reported as general revenue rather than as program revenue. Likewise,
general revenue includes all taxes.

Policies and Practices

Michigan Compiled Laws, Section 129.91 authorizes the Village to invest in bonds and other direct and
certain indirect obligations of the U.S. Treasury, certificates of deposit, savings accounts, deposit
accounts or depository receipts of a bank, savings and loan association or credit union, which is a member
of the Federal Deposit Insurance Corporation, Federal Savings and Loan Insurance Corporation or
National Credit Union Administration, respectively. Financial institutions eligible for deposit of public
funds must maintain an office in Michigan. The Village’s deposits and investment policy are in
accordance with statutory authority.

14



VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Assets, Liabilities and Fund Equity

Deposits and investments — The Village’s cash and cash equivalents are considered to be cash on hand,
demand deposits and short-term investments with original maturities of three months or less from date of
acquisition.

Interfund receivables/payables — In general, outstanding balances between funds are reported as “due
to/from other funds.” Activities between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as “advances to/from other funds.” Any residual
balances outstanding between the governmental activities and the business-type activities are reported in
the government-wide financial statements as “internal balances.”

During the course of operations numerous transactions occur between individual funds for goods
provided or services rendered. These receivables and payables are classified as “due from other funds” or
“due to other funds” on the governmental funds’ balance sheet and the proprietary fund’s statement of net
assets.

Accounts receivable — The Village considers all accounts receivable to be fully collectible; accordingly,
no allowance for doubtful accounts has been provided. If amounts become uncollectible, they will be
charged to operations in the period of uncollectibility.

Deferred income — Deferred income represents the unearned portion of payments made on a five year
lease for the use of certain water system assets.

Capital assets — Capital assets include property, plant, equipment and infrastructure assets (water and
sewer lines and similar items) and are reported in the applicable governmental or business-type activities
column in the government-wide financial statements. Capital assets are defined by the Village as assets
with an initial cost of more than $5,000 and an estimated useful life of more than one year. All property
and equipment are valued at historical cost or estimated historical cost if actual historical cost is not
available. Donated property and equipment are valued at their estimated fair value on the date donated.

Capital assets are depreciated using the straight-line method over the following useful lives:

Buildings and improvements 20-39.5 years
Equipment 3-7 years
Vehicles 5-10 years
Water and sewer systems 50 years

Long-term obligations — In the government-wide financial statements and the proprietary fund types in
the fund financial statements, long-term debt (reported at face value) and other long-term obligations are
reported as liabilities in the applicable governmental activities, business-type activities or proprietary fund
type statements of net assets.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Equity classifications — In the government-wide financial statements, equity is classified as net assets and
displayed in three components:

e Invested in capital assets, net of related debt — consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, mortgages, notes or other borrowings that are attributable to the acquisition, construction
or improvement of those assets.

o Restricted net assets — consists of net assets with constraints placed on the use either by external
groups such as creditors, grantors, contributors or laws and regulations of other governments or
through constitutional provisions or enabling legislation.

e Unrestricted net assets — consists of all other net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt.”

In the fund financial statements, designations of unreserved fund balances in the governmental funds
indicate tentative plans for use of financial resources in a future period. Unreserved fund balances for
governmental funds represent the amount available for budgeting future operations.

Use of Estimates

The process of preparing basic financial statements in conformity with accounting principles generally
accepted in the United States of America, requires the use of estimates and assumptions regarding certain
types of assets, liabilities, revenues and expenditures. Such estimates primarily relate to unsettled
transactions and events as of the date of the financial statements. Accordingly, upon settlement, actual
results may differ from estimated amounts.

2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budget Requirements, Accounting and Reporting

Budgets are adopted on a basis consistent with accounting principles generally accepted in the United
States of America. Annual appropriated budgets are adopted for the General and Special Revenue Funds.
All annual appropriations lapse at the fiscal year end. Each fund’s appropriated budget is prepared on a

detailed line-item basis. The Village does not maintain a formalized encumbrance accounting system.

The Village follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. Prior to February 28, the Budget Committee submits to the Village Board, a proposed operating
budget for the fiscal year commencing the following March 1. The operating budget includes
proposed expenditures and the means of financing them.

2. A public hearing is conducted at the Village’s annual board meeting to obtain taxpayer
comments.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (continued)

3. Prior to March 1, the budget is legally adopted by a Village Board Resolution pursuant to the
uniform Budgeting and Accounting Act (P.A. 621 of 1978). The Act requires the budget to be
amended prior to the end of the fiscal year when necessary to adjust appropriations if it appears
that revenues and other financing sources will be less than anticipated or so that expenditures will
not be in excess of original estimates. Expenditures shall not be made or incurred unless
authorized in the budget or in excess of the amount appropriated. Any expenditure in violation of
the budgeting act is disclosed as an unfavorable variance on the Budgetary Comparison Schedule
— General and Major Special Revenue Fund Types (accounting principles generally accepted in
the United States of America basis).

4. The Council is authorized to transfer budgeted amounts between line-items within an activity.
5. The budget, as presented, was not amended during the fiscal year.
6. Encumbrances involving the current recognition of purchase orders, contracts and other

commitments for future expenditures are not recorded.
Excess of Expenditures Over Appropriations in Budgeted Funds
In the body of the financial statements, the Village’s actual expenditures and budgeted expenditures for
the budgetary funds have been shown on a functional basis. The approved budgets of the Village for these

budgetary funds were adopted at the line-item level.

During the year ended February 28, 2007, the Village incurred expenditures in excess of the amounts
appropriated, as follows:

Total Amount of  Budget
Fund Appropriations Expenditure Variance
General Fund:
Legislative $ 12600 $ 13500 $ 900
General government 99,700 108,798 9,098

3. CASH AND CASH EQUIVALENT DEPOSITS - CUSTODIAL CREDIT RISK

Cash deposits and investments (certificates of deposit with maturities less than 90 days) are carried at
cost. Cash deposits and certificates of deposit of the Village are in the name of the Village at one bank.

At February 28, 2007, the Village had two depository accounts. The Village does not have a deposit
policy. The book value of the Village’s bank deposits, consisting of two interest bearing checking
accounts were $839,397. Of the bank balance, $100,000 was covered by Federal depository insurance and
$739,508 was uninsured and uncollateralized; therefore, subjecting the Village to custodial credit risk.
Custodial risk is the risk that, in the event of a bank failure, the Village’s deposits may not be returned.
The Village does not have a deposit policy for custodial credit risk. However, the Village believes that
due to the dollar amounts of cash deposits and the limits of FDIC insurance, it is impractical to insure all
deposits. As a result, the Village evaluates each financial institution with which it deposits funds and
assesses the level of risk of each institution; only those institutions with an acceptable estimated risk level
are used as depositories.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

3. CASH AND CASH EQUIVALENT DEPOSITS - CUSTODIAL CREDIT RISK (continued)

Depository Account Bank Balance
Insured $ 100,000
Uninsured and uncollateralized 739,508
Total $ 839,508

4. INVESTMENTS
At February 28, 2007, the Village had the following investments and maturities:

Investment Maturities (in years)

Fair
Market Less than 1 More
Value 1-5 6-10 than10
Deposits:
Certificates of Deposit $ 400,000 $ 400,000
Total investments 400,000 400,000 $ - $ - $ -
Less investments reported as “Cash
and Cash Equivalents” on the
Statement of Net Assets -
Total investments $ 400,000
As reported on the Statement of Net Assets
Current investments $ 400,000
Noncurrent investments -
Total investments $ 400,000

Interest Rate Risk

Interest rate risk is the risk that the value of investments will decrease as a result of a rise in interest rates.
The Village’s investment policy does not specifically address interest rate risk. The Village’s policy
minimizes interest rate risk by structuring the investment portfolio so that securities mature to meet cash
requirements for ongoing operations, thereby avoiding the need to sell securities in the open market.

Credit Risk

Credit risk is the risk that an issuer of or counterparty to an investment will not fulfill its obligations. The
Village’s investments are limited by those authorized under Public Act 20 of 1943 (as amended) for credit
risk. The Village has no other investment policies further limiting its investment choices.

Custodial Credit Risk

Custodial credit risk is the risk that, in the event of the failure of the counterparty, the Village will not be
able to recover the value of its investments or collateral securities that are in the possession of an outside
party. The Village does not have a deposit policy for custodial credit risk of investments. The Village’s
certificates of deposit are not rated. However, the Village evaluates each financial institution with which
it deposits funds and assesses the level of risk of each institution; only those institutions with an
acceptable estimated risk level are used as depositories.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

4. INVESTMENTS (continued)
Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of investment in a single issuer.
The Village’s policy minimizes the concentration of credit risk by requiring diversification of the
investment portfolio so that the impact of potential losses from any one type of security or issuer will be
minimized.

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment or deposit. State law and the Village’s policy prohibit investment in foreign currency.

5. RESTRICTED ASSET - ACCOUNTS RECEIVABLE

During the fiscal year, the Village enacted legislation to assess upon its citizens a flat rate for debt
retirement purposes. The amounts collected under the debt retirement program are to be used to pay
liabilities applicable to the water and sewer system as they mature. Debt retirement rates were first billed
at the end of the fourth quarter of the fiscal year ending February 28, 2007. The resulting receivable and
net assets due to the revenue recognition are both shown as restricted, because all amounts collected can
only be used for debt retirement.

6. INTERFUND RECEIVABLES AND PAYABLES

The amount of the interfund receivables and payables is as follows:

Receivable Payable
Fund Fund Amount

General Major Street $ 28111
General Local Street 7,285
General Cemetery Operating 30,623
General Water & Sewer 70,991
Municipal Street General 33,121
Downtown

Development Authority  General 50,334

Total $ 220,465

7. PROPERTY TAXES

Property taxes are levied and become a lien on each July 1 on the taxable assessed value listed as of the
prior July 31 and are due without penalty on or before September 14 for all real and business personal
property located in the Village. The taxable value of the certified roll on December 31, 2006, upon which
the levy for the 2007 fiscal year was based, was $23,172,585. Property taxes are recorded as revenue in
the fiscal year beginning immediately subsequent to the tax levy date of July 1.

The tax rates assessed for the year ended February 28, 2007 to finance operations and debt was 9.8110 per
$1,000 valuation.

19



VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

8. CAPITAL ASSETS AND DEPRECIATION

Capital asset activity of the Village for the year ended February 28, 2007 was as follows:

March 1, Disposalsand  February 28,
2006 Additions Adjustments 2007
Governmental activities:
Capital assets not being depreciated:
Land $ 74,386 $ 74,386
Subtotal, assets not being depreciated: 74,386 74,386
Capital assets being depreciated:
Land improvements 28,278 $ 5,045 33,323
Buildings 135,678 135,678
Equipment 183,642 6,124 189,766
Vehicles 55,296 55,296
Subtotal, assets being depreciated: 402,894 11,169 414,063
Less accumulated depreciation:
Land improvements 179 799 978
Buildings 74,358 3,435 77,793
Equipment 112,015 15,138 127,153
Vehicles 51,355 3,940 55,295
Subtotal 237,907 23,312 261,219
Net capital assets being depreciated 164,987 (12,143) 152,844
Governmental activities capital assets —net  $ 239,373 $ (12,143) $ - $ 227,230
Business-type activities:
Capital assets not being depreciated:
Land $ 16,700 $ 16,700
Subtotal, assets not being depreciated: 16,700 16,700
Capital assets being depreciated:
Sewer system 2,667,818 $ 88,202 2,756,021
Water system 1,653,195 1,653,195
Buildings 11,795 11,795
Equipment 15,350 15,350
Subtotal, assets being depreciated: 4,348,158 88,202 4,436,361
Less accumulated depreciation:
Sewer system 788,617 53,944 842,562
Water system 370,924 33,064 403,988
Buildings 11,795 11,795
Equipment 15,350 15,350
Subtotal 1,186,686 87,008 1,273,695
Net capital assets being depreciated 3,161,472 1,194 3,162,666
Business-type activities capital assets — net $ 3,178,172 $ 1,194 $ - $ 3,179,366

Depreciation expense was charged to programs of the primary government as follows:

Governmental activities $ 23,312
Business-type activities 87,008
Total all activities $ 110,320
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

9. LONG-TERM DEBT
Business-Type Activities
At February 28, 2007, outstanding debt consisted of the following:

County of Lapeer Waste Water Treatment System Refunding Bonds — Village of
Dryden (Limited Tax General Obligation) dated March 1, 1996, amended
February 28, 2006, for the advanced refunding of the Lapeer County Waste
Water Treatment System Bonds, which were dated March 1, 1990. The debt is
secured by a pledge of the Village’s limited tax full faith and credit. Due in
installments April 1, 2007 through April 1, 2014 with interest at 3.5% to 4.1%. $ 945,000

Land contract executed during September 1997 with Dryden Community
Schools to purchase land for the construction of a new water well. Imputed
interest at 7% with quarterly payments equal to one-half of the water charge for
an existing school building within the Village of Dryden. 1,566

Michigan Drinking Water Revolving Fund Loan dated September 29, 1998 for
the purpose of defraying part of the cost of constructing drinking water system
improvements with the Village of Dryden. The debt is secured by a pledge of the
Village’s limited tax full faith and credit. Due in annual installments April 1,
2000 through April 1, 2019 with interest at 2.5%. 701,507

Total long-term debt $ 1,648,073

The following is a summary of the changes in long-term debt for the year ended February 28, 2007:

Business type Activities:

Balance Balance
March 1, February 28,
2006 Increases Decreases 2007
County of Lapeer Waste Water
Treatment System Refunding Bonds $ 945,000 $ 945,000
Land contract 2,980 $ 1414 1,566
Michigan Drinking Water
Revolving Fund Loan 746,507 45,000 701,507
$ 1,694,487 $ - $ 46,414 $ 1,648,073
Less current portion 146,000
Total long-term debt, net of current portion $ 1,502,073

Interest expense for the year ended February 28, 2007 was $49,646 from all activities.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

9. LONG-TERM DEBT (continued)
Debt Service Requirements
Business-type Activities:

Debt service requirements — The annual principal and interest requirements through maturity for all debts
outstanding as of February 28, 2007:

Fiscal Year
Ending Principal Interest Total
2008 $ 146,000 $ 50,405 $ 196,405
2009 150,566 45,755 196,321
2010 155,000 40,813 195,813
2011 165,000 35,546 200,546
2012 170,000 29,948 199,948
2013 180,000 23,978 203,978
2014 185,000 17,660 202,660
2015 190,000 11,049 201,049
2016 55,000 6,975 61,975
2017 60,000 5,538 65,538
2018 65,000 3,975 68,975
2019 65,000 2,350 67,350
2020 61,507 769 62,276

$1,648,073 $ 274,761 $ 1,922,834

10. RETIREMENT PLAN

The Village of Dryden participates in the Michigan Municipal Employees Retirement System (MERS), an
agent multiple-employer defined benefit pension plan. MERS issues a publicly available financial report
that includes financial statements and required supplementary information for the plan.

The plan covers substantially all eligible full-time employees of the Village. The membership at February
28, 2007, was composed of three active participants, one inactive vested member with deferred benefits
and one retired member receiving benefits. In general, all employees are eligible for normal retirement as
follows:

Age 60 with 10 or more years of service
Age 55 with 15 or more years of service — at reduced benefits
Age 50 with 25 or more years of service — at reduced benefits

Under the plan there is no mandatory retirement age. Normal retirement benefits are based on 2% of the
Final Average Compensation (FAC) multiplied by years of credited service. The retirement allowance is
reduced 1/2% of 1% for each complete month that retirement precedes the age at which full normal
retirement benefits are available.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

10. RETIREMENT PLAN (continued)

In addition to the normal retirement provisions, the plan allows for the following retirement provisions at
normal or reduced benefits:

" Deferred retirement — any age with 10 or more years of service.

" Disability retirement allowance — any age with 10 or more years of service. The service
requirement is waived if the disability is from service-connected causes.

" Non-duty death allowance — any age with 10 or more years of service before retirement, a
monthly survivor allowance may be payable.

" Duty connected death — no age or service requirements.

The plan elected by the Council does not require a member contribution of employees’ annual
compensation. If a member leaves the employment of the Village or dies without a retirement allowance
or other benefits payable on his/her account, his/her accumulated contributions, if any, will be refunded to
him/her, if living, or to his/her designated beneficiary.

Funding Status and Progress

The amount shown in the following table as the “actuarial accrued liability” is a standardized disclosure
measurement of the present value of pension benefits, adjusted for the effects of projected salary
increases, estimated to be payable in the future as a result of employee service to date. The measurement
is the actuarial present value of credited projected benefits and is intended to (1) help users assess the
plan’s funding status on a going-concern basis, (2) assess progress being made in accumulating sufficient
assets to pay benefits when due, and (3) allow for comparisons among public employee retirement plans.
The measurement is independent of the actuarial funding method used to determine contributions to the
plan.

The actuarial accrued liability was determined as part of an actuarial valuation of the plan as of December
31, 2006. Significant actuarial assumptions used in determining the pension benefit obligation include a
rate of return on the investment of present and future assets of 8.0% per year compounded annually,
projected salary increases of 4.5% per year compounded annually and 4.5% attributable to inflation.
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VILLAGE OF DRYDEN

Notes to the Financial Statements (continued)

10. RETIREMENT PLAN (continued)

At December 31, 2006, the unfunded (over-funded) actuarial accrued liability was $484, as determined in
the following table:

Actuarial accrued liability:
Retirees and beneficiaries currently receiving benefits $ 184,188
Terminated employees not yet receiving benefits 41,797

Current employees
Accumulated employee contributions including allocated

investment income 13,897
Employer financed 82,446
Total actuarial accrued liability 322,328
Net assets available for benefits at actuarial value (at market — $326,346) 21,844
Unfunded (over-funded) actuarial accrued liability $ 484

During the year ended December 31, 2006, the plan experienced a net change of $7,490 in the unfunded
(over-funded) actuarial accrued liability. There were no changes in actuarial assumptions during the year.
The change in the actuarial accrued liability resulting from benefit changes, if any, has not been
computed.

Contributions Required and Contributions Made

MERS’ funding policy provides for periodic employer contributions at actuarially determined rates that,
expressed as percentages of annual covered payroll, are designed to accumulate sufficient assets to pay
benefits when due. The normal cost and amortization payment for the fiscal year ended December 31,
2006 were determined using an entry age normal funding method. Unfunded actuarial accrued liabilities,
if any, were amortized as a level percent of payroll over a period of 30 years.

The Village’s contribution is based on the annual actuarial valuation. During the year ended February 28,
2007, the Village made contributions of $2,485 and participants made no contributions to the plan.

In accordance with Statement 27 of the Governmental Accounting Standards Board, for the fiscal year

beginning March 1, 2007, the annual required contribution is $8,496 using an amortization factor of
0.054719 for under-funded liabilities.
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Notes to the Financial Statements (continued)

10. RETIREMENT PLAN (continued)
Trend Information

Trend information gives an indication of the progress made in accumulating sufficient assets to pay
benefits when due. Trend information for the Village of Dryden is as follows:

Analysis of Retirement System Assets and Accrued Liability

Net Assets Unfunded
Available Unfunded AAL as a Employer
For Benefits Actuarial (Over-funded) Annual Percent of | Contributions
Active At Actuarial Accrued Actuarial Percent | Covered Covered as a Percent

Year Members Value Liability Liability Funded Payroll Payroll of Payroll
1997 3 191,134 193,857 2,723 99 69,094 4 5.34
1998 2 217,074 194,293 (22,781) 112 62,168 - 3.33
1999 2 251,811 200,756 (51,055) 125 65,234 - 1.06
2000 2 279,018 200,966 (78,052) 139 69,725 - (2.49)
2001 2 304,068 217,801 (86,267) 140 72,378 - -
2002 1 302,203 246,603 (55,600) 123 36,760 - -
2003 1 305,942 258,854 (47,088) 118 45,735 - -
2004 3 308,086 269,659 (38,427) 114 76,721 - -
2005 3 312,579 305,573 (7,006) 102 98,602 - -
2006 3 321,844 322,328 484 100 100,689 - 247

Total retired life liabilities are reflected above. Actuarial assumptions were revised for the 1993, 1997,
2000 and 2004 valuations. Analysis of the dollar amounts of net assets available for benefits, actuarial
accrued liability and unfunded pension benefit obligation in isolation can be misleading. Expressing the
net assets available for benefits as a percentage of actuarial accrued liability provides one indication of the
plan’s funded status on a going-concern basis. Analysis of this percentage over time indicates whether
the system is becoming financially stronger or weaker. Generally, the greater this percentage, the
stronger the plan. The unfunded actuarial accrued liability and annual covered payroll are both affected
by inflation.

11. RISK MANAGEMENT
The Village is exposed to various risks of loss related to torts; theft of, damage to and destruction of
assets; errors and omissions; injuries to employees and natural disasters. The Village carries commercial

insurance for risks to cover these losses. The Village also continues to carry commercial insurance for
other risks of loss, including employee health and accident insurance.

12. CONTINGENCIES

The Village is involved in various legal actions arising in the normal course of business. In the opinion of
the Village Council, such matters will not have a material effect upon the financial position of the Village.

13. SUBSEQUENT EVENT
The Village is involved in discussions with Lapeer County to assume debt which will enable the Village

to begin construction of a water treatment plant during the fiscal year ended February 28, 2008. It is not
known at this time what the precise future impact will be on the financial statements.
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Village of Dryden
Required Supplemental Information
Budgetary Comparison Schedule - General and Major Special Revenue Fund Types
Year ended February 28, 2007

General Fund Major Street Fund Downtown Development Authority
Over Over Over
Original Amended (Under) Original Amended (Under) Original Amended (Under)
Budget Budget Actual Budget Budget Budget Actual Budget Budget Budget Actual Budget
Revenues
Property taxes $ 173,000 $ 173,000 $ 176,927 $ 3,927 $ 135259 $ 135259 $ 127,677 $ (7,582)
Intergovernmental 72,219 72,219 70,350 (1,869) $ 46,000 $ 46,000 $ 44684 $ (1,316)
Charges for services 2,890 2,890
Rental income 1,500 1,500 3,275 1,775
Interest 13,924 13,924 11,326 (2,598) 3,000 3,000 5,932 2,932 3,500 3,500 20,692 17,192
Other 4,670 4,670
Total revenues 260,643 260,643 269,438 8,795 49,000 49,000 50,616 1,616 138,759 138,759 148,369 9,610
Expenditures
Legislative 12,600 12,600 13,500 900
General government 99,700 99,700 108,798 9,098 55,000 55,000 13,424 (41,576)
Public safety 1,000 1,000 (1,000)
Public works 101,000 101,000 76,338 (24,662) 41,900 41,900 35,280 (6,620)
Parks & recreation 1,000 1,000 (1,000)
Capital outlay 45,343 45,343 6,124 (39,219) 7,100 7,100 (7,100) 474,037 474,037 5,045 (468,992)
Total expenditures 260,643 260,643 204,760 (55,883) 49,000 49,000 35,280 (13,720) 529,037 529,037 18,469 (510,568)
Excess of revenues
over expenditures 64,678 64,678 15,336 15,336 (390,278) (390,278) 129,900 520,178
Other financing sources (uses)
Transfers out (25,000) (25,000) (25,000)
Total excess of revenues over expenditures
and other financing sources (uses) 64,678 64,678 15,336 15,336 (415,278) (415,278) 104,900 520,178
Fund balance, beginning of year 261,418 261,418 261,418 131,850 131,850 131,850 550,537 550,537 550,537
Fund balance, end of year $ 261,418 $ 261,418 $ 326,096 $ 64,678 $ 131,850 $ 131,850 $ 147,186 $ 15,336 $ 135,259 $ 135,259 $ 655,437 $ 520,178

See accompanying note to the budgetary comparison schedule. 26
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Assets
Cash and cash equivalents
Due from other governments
Due from other funds
Total assets

Liabilities and fund balances
Liabilities
Accounts payable
Accrued expenses
Due to other funds
Total liabilities

Fund balances

Unreserved and undesignated

Total fund balances

Total liabilities and fund balance:

Village of Dryden
Combining Balance Sheet
Nonmajor Governmental Funds

February 28, 2007

Special Revenue Permanent Total
Local Municipal Cemetery Garbage Cemetery Nonmajor
Street Street Operating Collection Perpetual Funds
58,946 % 922 % 112,588 % 25914  $ - $ 198,370
2,202 2,202
33,121 33,121
61,148 $ 34,043 % 112,588 $ 25914  $ -9 233,693
98 $ 2,740 % - $ 2,838
269 269
7,285 $ 30,623 37,908
7,652 30,623 2,740 - 41,015
53,496 $ 34,043 81,965 23,174 - 192,678
53,496 34,043 81,965 23,174 - 192,678
61,148 $ 34,043 % 112,588 $ 25914  $ -9 233,693
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Village of Dryden
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Governmental Funds
Year ended February 28, 2007

Special Revenue Permanent Total
Local Municipal Cemetery Garbage Cemetery Nonmajor
Street Street Operating Collection Perpetual Funds
Revenues
Property taxes $ 33,273 $ 33,273
Intergovernmental $ 11,145 11,145
Charges for services $ 16,447 $ 4,500 20,947
Interest 2,161 % 38 2,767 1,099 1,759 7,824
Other 725 725
Total revenues 13,306 38 19,939 34,372 6,259 73,914
Expenditures
Current
General government 19,820 19,820
Public works 8,834 34,629 43,463
Total expenditures 8,834 19,820 34,629 63,283
Other financing sources (uses)
Transfers in 87,609 87,609
Transfers out (87,609) (87,609)
Total other financing sources (uses) 87,609 (87,609) -
Excess of revenues over (under) expenditures
and net change in fund balances 4,472 38 87,728 (257) (81,350) 10,631
Fund balance (deficit), beginning of year 49,024 34,005 (5,763) 23,431 81,350 182,047
Fund balance (deficit), end of year $ 53,496 3 34,043  $ 81,965 3 23,174 3 - $ 192,678
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AP

ANDREWS HOOPER & PAVLIK P.L.C.
Certified Public Accountants

Village Council
Village of Dryden
Dryden, Michigan 48074

In planning and performing our audit of the financial statements of the Village of Dryden
as of and for the year ended February 28, 2007, in accordance with auditing standards
generally accepted in the United States of America, we considered the Village’s internal
control over financial reporting (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the Village’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Village’s
internal control.

Our consideration of internal control was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. However, as discussed
within this letter, we identified certain deficiencies in internal control that we consider to
be material weaknesses.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions,
to prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to initiate, authorize, record, process, or report financial data reliably in
accordance with accounting principles generally accepted in the United States of America
such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected
by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement of
the financial statements will not be prevented or detected by the entity’s internal control.

The following deficiencies in the year-end closing process, the general ledger and the

Downtown Development Authority (DDA) general ledger are considered material
weaknesses.
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YEAR-END CLOSING PROCESS

We noted during our audit that management is not currently making all the adjusting
journal entries related to the year-end closing process. However, management was able
to provide support for the required entries. A well-designed system of internal control
includes a process for accurately summarizing and reporting financial data on a timely
basis. We had to make entries to record the DDA’s activity, debt and fixed asset activity,
certain accruals and certain reclassification adjustments. We recommend that
management record the adjusting journal entries and finalize the trial balance prior to the
start of audit fieldwork.

GENERAL LEDGER

We noted the general ledger is not reviewed by the Village on a regular basis. We
recommend that a general ledger be obtained from the third party accounting agency on a
monthly basis and be reviewed by the Village. This would assist the Village in
determining the status of the financial activity for all funds on a regular basis.

DOWNTOWN DEVELOPMENT AUTHORITY GENERAL LEDGER

We noted the Village does not include the general ledger activity for the Downtown
Development Authority (DDA) in the general ledger of the Village. We recommend that
the general ledger activity for the DDA be included in the general ledger of the Village.

The remaining deficiencies are not considered significant deficiencies or material
weaknesses.

CASH ALLOCATIONS

We noted during our audit that cash was not properly allocated among the funds during
the year. This is a result of the Village having only one bank account for all funds. We
recommend the Village allocate cash among the funds on a monthly basis. As an
alternative, the Village could obtain a separate bank account for each fund and separately
record the cash activity for each fund on a monthly basis.

DUE TO/DUE FROM OTHER FUNDS

We noted that the Due to and Due from Other Funds amounts have not been paid
between funds and the balances have been increasing. We recommend the Village
allocate cash among the funds in the future to include paying off the Due to and Due
from Other Funds amounts.



BUDGETS

We noted the budgets are not amended during the fiscal year to more accurately reflect
actual results of operations. Furthermore, we noted that the initial budget for fiscal year
2007 was not approved prior to March 1, 2006, as required by the Uniform Budgeting
and Accounting Act. We recommend that the budgets are amended prior to the end of
the fiscal year to more accurately reflect actual results of operations, and that the Village
Council approve the initial budget prior to the start of the fiscal year.

R i i e S

The above comments represent our observations during the course of the audit and are
intended to be constructive suggestions for improvement. We would be pleased to
discuss these comments with you at greater length and to assist you with any other needs,
should you so desire.

Once again, we would like to thank the Village for its support and assistance during our
audit.

This report is intended solely for the information and use of the Village Council,
management and others within the Village and is not intended to be and should not be
used by anyone other than these specified parties.

Sincerely,

(ontha ﬂvuow 744&£ PLC.
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	Measurement Focus and Basis of Accounting
	Michigan Compiled Laws, Section 129.91 authorizes the Village to invest in bonds and other direct and certain indirect obligations of the U.S. Treasury, certificates of deposit, savings accounts, deposit accounts or depository receipts of a bank, savings and loan association or credit union, which is a member of the Federal Deposit Insurance Corporation, Federal Savings and Loan Insurance Corporation or National Credit Union Administration, respectively.  Financial institutions eligible for deposit of public funds must maintain an office in Michigan.  The Village’s deposits and investment policy are in accordance with statutory authority.
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	In the fund financial statements, designations of unreserved fund balances in the governmental funds indicate tentative plans for use of financial resources in a future period.  Unreserved fund balances for governmental funds represent the amount available for budgeting future operations. 
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	Debt service requirements – The annual principal and interest requirements through maturity for all debts outstanding as of February 28, 2007: 
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